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August 20, 2003

Mr. Peter T. Young, Chairperson
Board of Land and Natural Resources
State of Hawaii

Dear Mr. Young:

This is our report on the audit of the financial statements of the Department of Land and Natural
Resources, State of Hawaii, for the year ended June 30, 2002. Our audit was performed in
accordance with the terms of our contract with the Department and with the requirements of the
Office of Management and Budget (OMB) Circular A-133, Audits of States, Local Governments
and Non-Profit Organizations and the OMB Circular A-133 Compliance Supplement.

OBJECTIVES OF THE AUDIT

The primary purpose of our audit was to form an opinion on the fairness of the presentation of the
Department of Land and Natural Resources, State of Hawaii’s financial statements for the year
ended June 30, 2002, and to comply with the requirements of OMB Circular A-133, which

established audit requirements for states, local governments and non-profit organizations that
receive federal awards.

More specifically, the objectives of the audit were as follows:
1; To satisfy the audit requirements of OMB Circular A-133.

2. To provide a basis for an opinion on the fairness of the presentation of the
Department of Land and Natural Resources, State of Hawaii’s, financial statements.

3. To determine whether expenditures have been made and all revenues and other
receipts to which the Department of Land and Natural Resources, State of Hawaii, is
entitled have been collected and accounted for in accordance with the laws, rules

and regulations, and policies and procedures of the State of Hawaii and, where
applicable, the Federal government.
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4. To evaluate the adequacy of the Department of Land and Natural Resources, State
of Hawaii's, internal control over financial reporting to determine whether there is
effective control over and proper accounting of revenues, expenditures,
disbursements, assets, liabilities and federal award programs and to comply with the
applicable laws and regulations.

L8 To determine whether the Department of Land and Natural Resources, State of
Hawaii, has complied with the provisions of the federal grant agreements and
applicable laws, regulations, and circulars with regard to grant activities.

SCOPE OF THE AUDIT

Our audit was performed in accordance with auditing standards generally accepted in the United
States of America, as prescribed by the American Institute of Certified Public Accountants and
Government Auditing Standards, issued by the Comptroller General of the United States, as they
pertain to financial audits. The scope of our audit included a general audit of the financial
transactions and accounting records of the Department of Land and Natural Resources, State of
Hawaii for the year ended June 30, 2002. In addition, as part of our determination as to whether the
Department of Land and Natural Resources, State of Hawaii, has effective controls over and proper
accounting of revenues, receipts, expenditures, disbursements, assets and liabilities we considered
the internal control over financial reporting. We also performed tests to determine the Department
of Land and Natural Resources, State of Hawaii’s, compliance with the fiscal provisions of its grant
agreements and applicable laws, regulations and federal circulars.

ORGANIZATION OF THE REPORT

This report is presented in three parts as follows:

. Part1 - Financial section
. Partll - Compliance and internal control.
. PartIII -  Schedule of findings and questioned costs.

We wish to express our sincere appreciation for the excellent cooperation and assistance extended
to us by the staff of the Department of Land and Natural Resources, State of Hawaii.

Sincerely,

W; 93‘-‘@7»“ o 7“’ Mda chre.



The Department of Land and Natural Resources
State of Hawaii

- TABLE OF CONTENTS

FINANCIAL SECTION

Financial Statements

Independent Auditor’s Report
Statement of Net Assets, June 30, 2002

Statement of Activities, for the year ended June 30, 2002
Balance Sheet — Governmental Funds, June 30, 2002

Statement of Revenues, Expenditures and Changes in Fund
Balances - Governmental Funds, for the year ended June 30, 2002

Statement of Fiduciary Net Assets, June 30, 2002

Reconciliation of Governmental Funds Balance Sheet to the
Statement of Net Assets, June 30, 2002

Reconciliation of Governmental Funds Statement of Revenues,
Expenditures and Changes in Fund Balances to the
Statement of Activities, for the year ended June 30, 2002

Statement of Revenues and Expenditures - Budget and Actual —
General Fund, for the year ended June 30, 2002

Statement of Revenues and Expenditures - Budget and Actual —
Other Major Funds, for the year ended June 30, 2002

Motes to the Financial Statements

Supplemental Information

Combining Balance Sheet — Nonmajor Governmental Funds,
June 30, 2002

Combining Statement of Revenues, Expenditures, and Changes in
Fund Balances — Nonmajor Governmental Funds, for the year
ended June 30, 2002

Schedule of Expenditures of Federal Awards, for the year ended
June 30, 2002

Page

10
11

12
13

14

16

18

19

21
40

41

43

45



PART IT

PART III

The Department of Land and Natural Resources
State of Hawaii

TABLE OF CONTENTS

COMPLIANCE AND INTERNAL CONTROL

Independent Auditor’s Report on Compliance and on Internal
Control Over Financial Reporting Based on an Audit of
Financial Statements Performed in Accordance With
Government Auditing Standards

Independent Auditor’s Report on Compliance with
Requirements Applicable to Each Major Program and
on Internal Control Over Compliance in Accordance with
OMB Circular A-133

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Schedule of Findings and Questioned Costs, for the year
ended June 30, 2002

Schedule of Prior Findings and Questioned Costs, for the
year ended June 30, 2002

50

51

o3

35

56



PART 1

FINANCIAL SECTION

6



3 5 SR S NS W T A R SR EREHY

Akamine, Oyadomari & Kosaki

CERTIFIED PUBLIC ACCOUNTANTS, INC.

Independent Auditor's Report

Board of Land and Natural Resources
State of Hawaii

We have audited the accompanying financial statements of the governmental activities, each major
fund, and the aggregate remaining fund information of the Department of Land and Natural
Resources, State of Hawaii, as of and for the year ended June 30, 2002, which collectively comprise
the Department’s basic financial statements, as listed in the foregoing table of contents. These
financial statements are the responsibility of the management of the Department of Land and

Natural Resources, State of Hawaii. Our responsibility is to express opinions on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

As discussed in Note A to the financial statements, the financial statements of the Department of
Land and Natural Resources, State of Hawaii, are intended to present the financial position, and the
changes in financial position, of only that portion of the governmental activities, each major fund,
and the aggregate remaining fund information of the State that is attributable to the transactions of
the Department. They do not purport to, and do not, present fairly the financial position of the State
of Hawaii as of June 30, 2002, and the changes in its financial position for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund and the aggregate
remaining fund information of the Department of Land and Natural Resources, State of Hawaii, as
of June 30, 2002, and the respective changes in financial position thereof for the year then ended, in
conformity with accounting principles generally accepted in the United States of America.

As discussed in Note A to the financial statements, the Department of Land and Natural Resources,
State of Hawaii, has implemented a new financial reporting model, as required by the provisions of
GASB Statement No. 34, Basic Financial Statements — and Management's Discussion and Analysis
— for State and Local Governments, as of June 30, 2002.
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The Department of Land and Natural Resources, State of Hawaii, has not presented management’s
discussion and analysis that the Governmental Accounting Standards Board has determined is
necessary to supplement, although not required to be part of, the basic financial statements.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Department of Land and Natural Resources, State of Hawaii's, basic
financial statements. The information on the Combining Balance Sheet — Nonmajor Governmental
Funds and Combining Statement of Revenues, Expenditures and Changes in Fund Balance -
Nonmajor Governmental Funds, are presented for purposes of additional analysis and is not a
required part of the basic financial statements. The Combining Balance Sheet — Nonmajor
Governmental Funds and Combining Statement of Revenues, Expenditures and Changes in Fund
Balances — Nonmajor Governmental Funds, have been subjected to the auditing procedures applied
in the audit of the basic financial statements and, in our opinion, are fairly stated in all material
respects in relation to the basic financial statements taken as a whole.

In accordance with Government Auditing Standards, we have also issued our report dated August
20, 2003 on our consideration of the Department of Land and Natural Resources, State of Hawaii’s,
internal control over financial reporting and on our tests of its compliance with certain provisions of
laws, regulations, contracts, and grants. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be read in conjunction with this report
in considering the results of our audit. .

The accompanying schedule of expenditures of federal awards is presented for purposes of
additional analysis as required by U.S. Office of Management and Budget Circular A-133, Audits
of States, Local Governments, and Non-Profit Organizations, and is not a required part of the
financial statements. Such information has been subjected to the auditing procedures applied in the
audit of the financial statements and, in our opinion, is fairly stated, in all material respects, in
relation to the financial statements taken as a whole.

Plhoosonse, Opodorrnss b Fori K (V5| D,

Honolulu, Hawaii
August 20, 2003



Department of Land and Natural Resources

State of Hawaii
Statement of Net Assets
June 30, 2002

ASSETS

" Cash and short-term cash investments held in State Treasury (Note C)
Receivables (Note D):

Federal grants

General leases and licenses, net of allowance for losses of $763,000
Capital assets:

Land, improvements, construction-in-progress and
other capital assets, net of depreciation (Note E)

Total assets

LIABILITIES
Vouchers and contracts payable
Accrued wages and employee benefits payable (Note B)
Due to State Treasury (Note H)
Due to other State agencies (Note J)
Deferred revenue
Bonds payable (Note F):

Due within one year

Due in more than one year
Accrued vacation (Note F):

Due within one year

Due in more than one year

Total liabilities
Commitments and contingencies (Notes G and H)

NET ASSETS
Invested in capital assets, net of related debt
Unrestricted

Total net assets

Total liabilities and net assets

The accompanying notes are an integral part of the financial statements.
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$ 133,522,912

2,061,334
243,473

191,782,743
$ 327,610,462

$ 5,765,551
1,589,095
8,969,630
3,000,271

694,103

936,000
9,050,519

2,317,000
3,426,238

35,748,407

181,796,224
110,065,831

291,862,055
$ 327,610,462
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Department of Land and Natural Resources
State of Hawaii

Statement of Fiduciary Net Assets
June 30, 2002

ASSETS

Cash and short-term cash investments held in State Treasury (Note C)

Receivables (Note D):

General leases and licenses, net of allowance for losses

of $251,000
Total assets

LIABILITIES
Due to other State agencies
Due to State Treasury

Total liabilities

NET ASSETS
Held in trust for:
Individuals and organizations

Total net assets

The accompanying notes are an integral part of the financial statements,
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Agency Funds

3,521,846

1,011,230

4,533,076

1,186,453
783,573

1,970,026

2,563,050

2,563,050




Department of Land and Natural Resources

State of Hawaii
Reconciliation of Governmental Funds Balance Sheet to the Statement of Net Assets
June 30, 2002
Total Long-Term
Governmental Assels, Reclassifications Statement of
Funds Liabilities and Eliminations Met Assels
ASSETS
Cash and short-term cash investments held
in State Treasury $ 133522912 i - % - $ 133522912
Receivables:
Federal granis 2,061,334 - - 2,061,334
General leases and licenses, net of allowance
for losses 243,473 - - 243473
Capital assets:
Land, improvements, construction-in-progress and
other capital assets, net of depreciation - 191,782,743 (1) - 191,782,743
Total assets § 135827719 £ 191,782,743 3 - § 327610462
LIABILITIES
Vouchers and contracts payable $ 5765551 5. - % - § 576533
Accrued wages and employee benefits payable 1,589,095 - - 1,589,095
Due to State Treasury 8,969,630 - - 8,965,630
Due to other State agencies 3,000,271 - - 3,000,271
Deferred revenue 694,103 ' - - 694,103
Bonds payable:
Due within one year - 936,000 (2) - 936,000
Due in more than one year - 9,050,519 (2) - 9,050,519
Accrued vacation;
Due within one year - 2317000 (3) - 2,317,000
Due in more than one year _ - 3,426,238 (3) - 3,426,238
Total liabilities 20,018,650 15,729,757 - 35,748,407
FUND BALANCES/NET ASSETS
Invested in capital assets, net of related debt - 591,799,555 (1) - 181,796,224
(26,747.85T) (1) -
(352,240,704} (1) -
620,124 (1) -
63,282,505 (1) g
5,714,140 (1) -
8,743,712 (1) .
{65,648,6300 (1) -
(4,594,102) (1) .
(37,146,000) (1)
(10,448,102) (2) :
1,087,967 (2) -
(576,753) (2) -
{49,631) (2) .
Reserved/Restricted for:
Encumbraces 52,400,971 - (52,400,971} (4) -
Receivables 2,304,807 - (2,304, 807) (4) -
Continuing appropriations 12,822,125 - (12,822,125) (4 -
Unexpended federal awards 26,005,570 {26,005,570) (4) -
Unreserved/Unrestricted: 22,275,596 (5499373 (3) 93,533,473 (4) 110,065,831
(243,865) (3) :
Total fund balances/net assets 115,809,065 176,052,986 - 291,862,055
Tatal liabilities and fund balances/net assets § 135827719 § 191,782,743 ¥ - § 127610462

The accompanying notes are an integral part of the financial statements.
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The Department of Land and Natural Resources

State of Hawaii

Reconciliation of Governmental Funds Balance Sheet to the Statement of Net Assets

June 30, 2002 (continued)

Total fund balances - governmental funds

$ 115,809,069

Amounts reported for governmental activities in the statement of net assets

are different because:

(1) Capital assets used in governmental activities are not financial resources and
therefore are not reported in the governmental funds. These assets consist of:

Land improvements $
Other capital assets

Accumulated depreciation

Land

Other capital assets, not depreciated
Construction in progress

Total captital assets

(2) Bonds payable are not reported in the governmental funds.

(3) Accrued vacation is not reported in the governmental funds.

(4) Reclasify reserved fund balance/net assets
to unrestricted fund balance/net assets.

Total net assets

The accompanying notes are an integral part of the financial statements,

15

64,963,202
45,896,633
(70,220,992)
141,468,838
719,990
8,955,072
191,782,743
(9,986,519)
(5,743,238)

$ 291,862,055



The Department of Land and Natural Resources
State of Hawaii :
Reconciliation of Governmental Funds Statement of Revenues, Expenditures and Changes in Fund Balances
to the Statement of Activities
for the year ended June 30, 2002

Total Long-Term
Governmental Assets, Reclassifications Statement of
Funds Liabilities and Eliminations Activities
Revenues
Appropriations $ 55,894,910 $ (576,754) (2) § (16,605,683) (4) § 38,712,473
Intergovernmental revenues 17,927,500 - - 17,927,500
General leases, licenses and permits 20,347,185 - - 20,347,185
Fuel taxes 1,614,612 - - 1,614,612
Interest 2,549.914 - - 2,549.914
Other 1,999,415 - - 1,999.415
Total revenues 100,333,536 (576,754) (16,605,683) 83,151,099
Expenditures
Economic development 3,591,994 (71,750) (1) ‘ 3,736,581
198,423 (1} -
17,914 (3) -
Environmental protection 26,249,327 (527,095) (1) - 27,701,711
1,841,480 (1) .
137,999 (3) .
Culture and recreation 20,358,722 (470,009) (1) 529218 (5) 22,810,735
2307474 (1) -
49,631 (2) .
35,699 (3) -
Public safety 241,647 (664) (1) . 386,743
145,265 (1) :
495 (3) -
Individual rights 2,721,467 48,713 (1) - 2,810,351
40,171 (3) -
Government-wide support 4,283,970 52,747 (1) - 4,348,304
11,587 (3) .
Capital outlays 10,777,837 (7,674,194) (1) - 3,103,643
Principal on long-term debt 1,087,967 (1,087,967) (2) - .
Interest on long-term debt 520,218 : (529,218) (5) .
Total expenditures 69,842,149 (4,944,081) - 6,898,068
30,491,387 4,367,327 (16,605,683) 18,253,031
Other financing sources (uses)
and lapsed appropriations:
Net operating transfers (342,928) = - (342,928)
Lapsed appropriations (16,605,683) a 16,605,683 (4) :
Change in fund balances/net assets § 13,542,776 B 4,367,327 b - 17,910,103

The accompanying notes are an integral part of the financial statements



The Department of Land and Natural Resources
State of Hawaii
Reconciliation of Governmental Funds Statement of Revenues, Expenditures and Changes in Fund Balances
' to the Statement of Activities
for the year ended June 30, 2002 (continued)

Change in fund balances - governmental funds $ 13,542,776

Amounts reported for governmental activities in the
statement of activities are different because:

(1) Capital outlays are reported as expenditures in governmental funds, however in the
statement of activities, the cost of capital assets is allocated over their estimated
useful lives as depreciation expense. In the current period, these outlays are:

Capital outlays h 8,743,712
Depreciation expense (4,594,102)
Excess of capital outlays over
depreciation expense 4,149,610

(2) Repayment of bond principal is reported as an expenditure in governmental funds,
but the repayment reduces bonds payable in the statement of net assets. Also, the

increase in bonds payable due to premiums from refunding bonds is shown in the
statement of net assets.

Repayment of bond principal h 1,087,967
Proceeds from issuance of bonds (576,754)
Premium from refunding bonds issued (49,631)
Net bond repayments 461,582
(3) The increase in accrued vacation is not reported in governmental funds. (243,865)

(4). Lapsed appropriations are net against appropriations in the statement of activities. -

(5) Reclassify interest on long-term debt to function. _

Change in net assets h 17,910,103

The accompanying notes are an integral part of the financial statements.
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